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Introduction Costa Rica 
Taxation in Costa Rica is part of a series that presents information on 
taxation in various countries of the world. The book is intended to 
supply information of a general character regarding taxation in 
Costa Rica for use as background when considering the conduct of 
business in that country. Specific questions should be answered by 
reference to the laws and regulations of the country and by consul-
tation with professional advisors in the light of the particular 
circumstances. 
Taxation in Costa Rica is published in two forms: in a loose-leaf edi-
tion and as a bound book. Only the loose-leaf edition may be supple-
mented or revised. These supplements wi l l appear on blue-colored 
sheets inserted at the end of the book. These supplementary pages 
wi l l be keyed to the original text by chapter and section numbers and 
should always be read in connection with the original text. In 
addit ion, revised information may be presented on pages inserted 
in the basic text to replace original pages. Revisions of this type are 
indicated by a date that appears on the bottom of each replace-
ment page. 
Rules governing taxation are subject to change and reinterpretation, 
in many cases with little or no advance notice. The information in 
this book is based on material available to Deloitte Haskins & Sells 
as of May 1978. 
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Part 1: 
The Tax System 
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Chapter 1 Costa Rica 
Tax Legislation 
and Administration 
1.01 Enactment of Tax Legislation 
The Constitution of Costa Rica apportions political power among the 
legislative, executive, and judicial branches of government. Accord-
ing to the Constitution, the branches are equal and independent; that 
is, they cannot delegate their functions among themselves. 
Most tax bills are introduced to the legislature, the National Assem-
bly, by the executive branch. The National Assembly may amend tax 
bills or deal wi th them as it deems appropriate. Tax bills that receive 
the approval of the National Assembly are sent to the President of the 
Republic for signature. Tax laws become effective on dates specified 
in the law or, if no dates are specified, ten days after publication. 
Under the Constitution, the power of the National Assembly to im-
pose taxes extends to local taxes. Consequently, Municipal Councils 
must obtain approval of the National Assembly and sanction of the 
President of the Republic before they may impose and collect taxes. 
1.02 Tax Administration 
Overall responsibility for tax administration lies with the Ministry of 
Finance. Tax collection agencies are supervised by the General 
Director of Finance, who serves under the Minister of Finance. The 
three main tax collection agencies are: 
1.The Office of Direct Taxation. This agency handles all matters 
related to income taxes, sales taxes, selective consumption taxes, 
territorial tax, gasoline consumption tax, and taxes on soft drinks, 
beer, cigarettes, etc., as well as taxes imposed on public perform-
ances, prizes and promotions, transfers of real property, etc. 
2. Customs Office. This agency is responsible for the administration 
and control of all customs offices which handle duties, fees, and 
taxes imposed on the export and import of merchandise. Some of the 
taxes under the direct supervision of the Customs Office are ad 
valorem tax, specific taxes principally based on the weight of mer-
chandise, consumption tax, sales tax, and taxes on the export of 
bananas, coffee, and sugar. 
3. The Judicial Collection Office. This agency collects taxpayers' 
debts after the administrative collection procedures have been ex-
hausted. The Judicial Collection Office may formalize partial payment 
plans or may institute legal collection procedures. 
Sources of Tax Law. Tax laws themselves are promulgated as 
described in 1.01. Other sources of tax law include the Constitution 
of Costa Rica, provisions of international treaties, and regulations 
and other provisions issued by authorized administrative bodies. 
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1.03 Judicial Review 
Taxpayers' returns are examined for accuracy, and minor errors may 
be unilaterally corrected. A taxpayer may also be requested to appear 
in person to be informed about possible errors in his tax return. At 
such time, the taxpayer may agree to the correction, either in full or 
in part, in which case the taxpayer amends the tax return. If the tax-
payer does not accept the change, a notification is issued which the 
taxpayer may contest. The taxpayer has 30 days to prepare a written 
reply to such a notification, either accepting or disagreeing with it. If 
the taxpayer does not reply within 30 days, the notification is con-
sidered final. 
If the taxpayer submits corrections or evidence to support his position 
within 30 days, the Office of Direct Taxation must decide the matter 
and must notify the taxpayer of its decision within eight days of 
receiving the taxpayer's submission. If this final determination is still 
not acceptable, the taxpayer may appeal within 15 days of receiving 
the determination to the Fiscal Administration Court or to the Real 
Estate Appraisal Committee. Decisions of the Fiscal Administration 
Court can be appealed to the civil courts. 
The period during which tax returns may be examined and deficien-
cies assessed extends to three years after the date that the balance of 
the tax payable was due. A similar period applies to the collection of 
tax and any interest thereon. The three-year period is extended to five 
years for taxpayers or agents who are not registered with the tax de-
partment or, if registered, did not file their sworn declarations or 
returns or filed fraudulent returns. 
1.04 Taxes Imposed by Local Authorities 
Municipalities are authorized to charge fees for the services they 
render. Such fees are determined upon consideration of the actual 
costs of the services rendered (public lighting, street cleaning, trash 
collection, etc.) and must be paid whether or not the services are 
desired. Municipalities may subsidize services directly related to 
public health, such as trash collection and water distribution, with 
revenues derived from the territorial tax (13.04) and other sources to 
maintain fees at a reasonable level. A franchise tax is another source 
of municipal revenue. 
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Distinctive Features of the 
Costa Rican Tax System 
2.01 Summary 
Income obtained by individuals is taxed differently from income of 
business entities, and different progressive tax scales apply to tax-
able income in each case. Corporations are taxed as business entities 
as are partnerships, undivided inheritance estates, trustees or trustee-
ships, branches, agencies, and other permanent establishments of 
nonresident individuals. These entities are taxable on total net in-
come before distribution of profits to members, whether they are de 
jure or de facto entities. The members, however, are not taxed on any 
dividends or profit shares distributed to them if the distributing entity 
has already been subject to Costa Rican income taxes. The net in-
come of a sole proprietorship is considered to be that of the individual 
owner. The net income of a joint venture is allocated proportionately 
to each of the joint venturers. 
Capital gains and losses are not subject to income tax except that 
capital gains or losses on fixed assets (exclusive of land) are treated 
as ordinary income or loss. 
The territorial concept of income applies (2.03). Thus, income from 
foreign sources is not taxed even when it accrues to residents of 
Costa Rica. Under special regulations, taxes are levied on remit-
tances abroad of interest, dividends, wages, royalties, and many 
other types of income (5.02). 
Individual taxpayers are divided into two major categories—those 
with and those without business activities. Both categories are en-
tit led to itemized deductions (10.02) and personal allowances 
(10.03), but only individuals engaged in business activities can de-
duct expenses (Chapter 10). 
A system of withholdings and advance payments of income tax 
applies to both individuals and business entities (4.02 and 
Chapter 5). 
In some situations, the law provides for the taxation of estimates of 
presumptive income. Such presumptive income may include interest, 
professional fees, and rental income of owners occupying their own 
homes. 
Consolidated tax returns are required in certain cases (4.01). 
2.02 Classification of Taxpayers 
Individual taxpayers are classified as those with and those without 
business activities (2.01). Business entities may adopt any of the 
forms described on page 6. 
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Corporations. The stock corporation is the most widely used type 
of entity by both resident and foreign investors. It enjoys the usual 
benefit of l imiting the liability of investors, and can be formed by two 
shareholders (either individuals or entities), each subscribing to one 
share of stock, which can be issued for any amount. At the moment 
of organizing the corporation, at least 25% of the value of the sub-
scribed shares must be paid in cash and, if an unpaid balance is to be 
paid in other than cash, the payment in kind must be made in ful l . 
Corporations are subject to income tax in accordance with the general 
rules. A tax is generally required to be withheld on dividends and 
other profit distributions (5.02 and 6.04). However, this is a final tax 
in that receivers of dividends and other profit distributions do not 
take them into income. 
Agencies and Branches. Agencies or branches of business entities 
domiciled abroad may be established in Costa Rica and wi l l be sub-
ject to tax in accordance with the territorial concept discussed in 
2.03. In addition, agencies and branches wi l l be assessed upon the 
remittance abroad of profits in any form (5.02). 
Limited Liability Companies. This form of association is not widely 
used by foreign investors. Its capital is represented by registered 
contributions, which are transferable only in accordance with the 
formalities specified in the Commercial Code. Such an association 
cannot be formed by offering shares to the public. All after-tax profit 
is deemed distributed at the end of the fiscal year as dividends sub-
ject to tax, except that such amounts can be capitalized by util izing 
the proper procedures (5.02). 
Partnerships. Costa Rican partnerships take two forms: (1) a general 
partnership in which all partners are jointly and severally liable for 
any action taken by a partner whose name is included in the firm's 
name, and (2) a silent partnership which includes general partners 
and limited partners. A l imited partner is liable only to the extent of 
his invested capital, provided his name is not included in the firm's 
name and he does not participate in managing the firm. 
Partnerships are treated as legal entities independent of their part-
ners. In addition to payment of the regular income tax on net profits, 
the after-tax profit is deemed distributed, as of the end of the fiscal 
year, as dividends subject to tax. This is so regardless of whether 
funds are actually distributed, except that such amounts can be 
capitalized by utilizing the proper procedures (5.02). 
Sole Proprietorship. This legal entity allows the business activities 
of an individual to be conducted apart from other personal activit ies. 
However, for tax purposes, a sole proprietorship and the individual 
owner are considered as the same taxpayer. 
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2.03 Territorial Concept of Income Taxation 
Article 2 of the income tax law subjects individuals and legal entities 
domiciled in Costa Rica to tax only on income generated within 
Costa Rica. Nonresident individuals and entities are also subject to 
tax on income derived solely from assets located in, and trade or 
business transacted in Costa Rica. Thus, income from foreign sources 
is not taxable even to residents of Costa Rica. This territorial concept 
of income is responsible for the occasional designation of Costa Rica 
as a tax haven. For income tax purposes, individuals are considered 
residents if they maintain a residence for more than six months in a 
fiscal year, and corporations earning taxable income from Costa 
Rican sources are considered domiciled there. 
Income arising from personal services, including salaries or other 
compensation paid by Costa Rica to its representatives in foreign 
countries (diplomats, consuls, or other persons on foreign assign-
ments) is considered taxable income. Article 64 of the income tax law 
provides for a tax on the income of persons residing abroad, which is 
withheld at the source. 
2.04 Tax Year 
For both individuals and legal entities, the tax year begins October 1of each year and ends on September 30 of the fol lowing year. When 
a business starts operations during the tax year, it reports its income 
at the end of the year in the usual manner, if it has been operating at 
least six months of that year. Income for periods of less than six 
months must be reported together with the income of the next suc-
ceeding full year, in which case the profit for the entire period is pro-
portionally distributed between the fractional period and the full year, 
and the appropriate tax rates applied to each segment of the profit. 
There are no provisions for changing to other tax years. 
2 .05 Tax Incentives 
Government incentives for the encouragement of investment have 
been numerous in the past 20 years. These incentives have been in 
the form of exemptions from income tax, customs duties, consular 
fees, and similar taxes. In addition to local Costa Rican incentives, 
the Economic Integration Treaty of December 1960 created the 
Central American Common Market (CACM) among the five countries 
that constitute Central America (Costa Rica, Nicaragua, El Salvador, 
Honduras, and Guatemala). CACM lifted tariff barriers and intro-
duced a freer interchange of raw materials and finished products 
among the five countries with a total area of 170,284 square 
miles (compared to California's 158,693 square miles) and a popula-
tion of over 18 mil l ion. In addition to its membership in CACM, 
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treaties between Costa Rica and Panama provide for low taxes and 
duties on many products manufactured in both countries. 
The Central American Convention of Tax Incentives. The Central 
American Convention of Tax Incentives agreement for the equaliza-
tion of fiscal incentives among the CACM countries was signed in 
1962 and became operational in 1969. It covers the incentives that 
may be given to develop manufacturing enterprises, and prohibits the 
constituent countries from providing greater incentives than those 
agreed to in the convention. To be eligible for the benefits available 
under the convention, prospective industrial investments are 
weighed against the fol lowing criteria: 
1. Use of modern and efficient manufacturing methods for the 
processing of raw materials and semifinished articles into products 
necessary for the development of other productive activities 
2. Satisfaction of basic needs of the population 
3. Replacement of products presently imported 
4. Increase in the volume of exports 
The incentives granted depend on whether the investment is to be 
made by a new or an existing enterprise and whether the enterprise is 
classified as Group A (highest incentives). Group B, or Group C 
(lowest incentives). Such classification is based on the aggregate or 
percentage contribution of the enterprise to the industrial process, 
its utilization of regional or national raw materials or semifinished 
products, and its general contribution to the utilization of human 
resources and the Central American economy. The specific benefits 
include the fol lowing: 
1. Exemptions from import duties and consular fees for industrial 
machinery, equipment, raw materials, containers, semifinished 
products, and fuel (except crude oil). 
2. Exemption of the enterprise and its shareholders from income 
taxes for a period of ten years (Group A enterprises) or six years 
(Group B enterprises). This exemption is not granted for income that 
wi l l be subject to tax in a foreign country. 
3. Exemption from taxes on net worth and assets. 
These benefits are not granted automatically, but must be applied for. 
It is likely that on-the-spot inquiries and negotiations wi l l prove 
necessary and helpful. 
Certain industries were excluded from the Central American Con-
vention of Tax Incentives and, instead, are eligible for incentives 
under Costa Rican laws. Such industries include: mining, oil and 
natural gas extraction, forestry and lumbering, fishing and 
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pisciculture, service industries and activities, farming and cattle 
raising, and construction of low-cost houses. 
Tax Credit Certificates. Law 5162 of 1972 was designed to promote 
nontraditional exports. Under this law, eligible enterprises may 
obtain tax credit certificates (CAT) that may be utilized for the pay-
ment of direct and indirect taxes. This benefit may be applied for 
by individuals or firms that export goods totally or partially manufac-
tured in Costa Rica, in accordance with the fol lowing criteria: 
1. The goods have a local added value of at least 35% based on 
regulatory norms established for this purpose. 
2. The goods have a local added value of at least 35%, and not less 
than 70% of the value consists of regional raw materials from 
installations in less developed areas of the country, in accordance 
with periodic evaluations prepared by the Ministry of Economy, 
Industry, and Commerce. 
The application for a CAT is made to the Export Investment 
Promotion Center. If the application is approved, a CAT is issued in 
the amount of 15% of the f.o.b. value of the exports at the port of 
shipment. The CAT may be used to pay taxes one year after its issue 
date. It expires after two years. 
Certificates for Increasing Exports. Incentives for increasing 
exports are available to certain exporters of agricultural and agro-
industrial products, exporters of domestic manufactures, and for 
activities related to the promotion of tourism and agricultural 
research as set forth in the law. The incentives range from 1% to 10% 
of such exports, as determined by the Central Bank of Costa Rica. 
They are made available in the form of certificates for increasing 
exports (CIEX), which are bearer documents issued by the Central 
Bank, freely negotiable, noninterest bearing, exempt from all taxes, 
val id for one year, and payable in cash. 
The Central Bank is authorized to issue these certificates to individ-
uals or entities upon recommendation of the Center for Promotion of 
Exports and Investments, a government agency established to 
increase exports outside the Central American market. Current 
information is obtainable from the Center for Promotion of Exports 
and Investments, Avenida Primera, Calle 7, Edificio Murray, 
San Jose, Costa Rica. 
Other Incentives. As is the case with other countries, Costa Rica's 
incentives change as conditions in the economy change, as new 
industries become necessary, and as former incentives accomplish 
their purpose and are deemphasized or withdrawn. It is always 
desirable to obtain current information from the Ministry of Finance, 
Avenida Central, Calle 16, San Jose, Costa Rica. 
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Income Taxes 
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Chapter 3 Costa Rica 
Tax Rates 
3.01 Individuals 
Individual income tax rates are contained in a progressive rate 
schedule (Rate Tables). The lowest rate is 5%; the highest is 50% ; 
and no surcharges are imposed. 
3 .02 Corporations 
A progressive rate schedule applies to corporations and the other 
entities listed in 2.01. The lowest rate is 5% ;the highest is 45% 
(Rate Tables); and no surcharges are imposed. The tax is levied on 
taxable net income before dividends or distribution of reserves. 
There is a tax on dividends which varies with the type of business 
entity paying the dividend, whether the dividend is in cash or stock, 
and whether the recipient individual is domiciled in Costa Rica 
(5.02). The tax on dividends is withheld by the payor and, except for 
this tax, the dividend income is not taxable to the recipient; it is 
received tax free at the shareholder level. The tax withheld and re-
mitted to the Central Bank is on behalf of the recipient, and is con-
sidered part of the total designated as dividends by the corporation. 
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Returns, Assessments, and 
Payment of Tax 
4.01 Returns and Assessments 
For all taxpayers, the tax year runs from October 1 through September 
30 of the fol lowing year, and tax returns must be filed within 60 days 
of the end of the tax year. Individuals must file a sworn tax return if 
their gross income exceeds 26,000 colones.* Nonresidents earning 
any amount of income from Costa Rican sources must also file a 
sworn tax return, except for those whose income from Costa Rican 
sources has been subject to withholding taxes. Business entities 
must file a tax return, regardless of the amount of income or 
whether any tax is due. 
The progressive rate structure promotes a tendency for different 
businesses to be controlled by the same person or persons. To 
counteract this, the income tax law requires that when 51% or more 
of the capital of two or more corporations is controlled by the same 
persons, and the activities of these corporations are similar or 
complementary, a consolidated tax return must be filed. This applies 
to partnerships, undivided estates, and trusteeships, as well as 
corporations. Under the Code of Tax Standards and Procedures, tax 
officials are authorized to look beyond legal forms to determine the 
actual situation and to tax income accordingly. 
The fol lowing attachments, where applicable, must be filed with tax 
returns: 
1. Trial balance, balance sheet, statement of profit and loss. 
2. All payments by the taxpayer in the form of salaries, wages, 
bonuses, fees, commissions, and any other remuneration. This must 
include each recipient's name, identification number, and amount 
received. 
3. Schedule of dividends or profits distributed and the name of each 
recipient. 
4. Schedule of loans to partners or stockholders. 
5. All payments made to nonresidents, including the related tax 
withheld. 
6. Any other information requested by the Office of Direct Taxation. 
If a tax return is not filed on time, a fine is imposed of 2% per month 
of the unpaid tax. Upon prior written request to the Office of Direct 
Taxation, the taxpayer may be granted an extension of time for fi l ing, 
if warranted by unusual conditions. 
* The local currency unit is the colon (C), which is div is ib le into 100 cent imos. 
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The accuracy of an income tax return is the responsibility of the 
taxpayer and his accountant or auditor. Arithmetical errors may be 
corrected at any time, but any taxpayer amendments or changes by 
the Office of Direct Taxation must be made within the periods 
noted in 4.03. 
Salaries and many other payments are subject to withholding tax. The 
payor is responsible for withholding the appropriate amount 
(Chapter 5), for fil ing a return, and paying the amount withheld to 
the Central Bank. Employers that withhold tax on wages and certain 
other payments must prepare an annual report before the end of 
October of the total tax withheld from each payee. 
4 .02 Payment of Tax 
Although tax returns must be filed within 60 days of the end of the 
tax year (September 30), the final payment of any tax due, which 
is the individual taxpayer's responsibility, need not be made until 
December. This final payment, of course, takes into account any 
taxes withheld and any advance payments of estimated tax. 
Payment of Estimated Tax. A sysem of advance payments of esti-
mated tax is in effect for taxpayers with income from real or personal 
property, business activities, the practice of a profession, and for 
business entities. Salaried employees are excluded because the tax 
withheld from wages serves as the advance payment. The advance 
payments are made quarterly (March, June, September, and 
December). The first three payments must at least equal 60% of 
the tax for the year. The average annual tax for the preceding five 
years serves as the basis for the estimated tax payments, and provi-
sions exist to modify this basis in the event of unusual income or 
loss. Certain exceptions exist; for example, taxpayers who receive 
income from agricultural activities may pay their full tax in 
December. 
In the event of an overpayment, taxpayers can elect to have the 
excess tax refunded, applied to the tax liabil ity of the next year, or 
transferred to another taxpayer. 
4.03 Examination of Returns 
Income tax returns must be filed on the forms issued for that pur-
pose. The Office of Direct Taxation must examine tax returns and 
issue assessments within three years of the date payment was due. 
Collection of tax, including interest due thereon, is l imited to the 
same period. However, the above period is extended to five years for 
unregistered taxpayers and for registered taxpayers that have not 
filed tax returns. 
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The tax authorities are required to review the accuracy of tax returns 
and to examine the taxpayer's records for this purpose. They are also 
authorized to estimate the net taxable income of a taxpayer who has 
not filed a tax return. Such estimate can be based on any available 
information. To obtain the necessary information for these purposes, 
the tax authorities may: 
1. Examine the taxpayer's books and supporting documents at either 
the taxpayer's domicile or the tax office. 
2. Obtain information from any individual or legal entity, including 
public or municipal employees; however, information supplied to the 
Department of General Statistics and Census and information about 
current checking accounts at banking institutions is considered con-
fidential and is not available to the tax authorities. 
4.04 Interest and Penalties for Late Filing and Late Payment 
Various fines and penalties are provided for failure to comply with 
the income tax law. These may be summarized as fol lows: 
1 . For late filing of an income tax return—2% per month of the un-
paid tax up to a maximum of 24%; the minimum penalties are 0200 
for a corporation and ¢50 for an individual. 
2 .For failure to withhold tax—25% of the amount not withheld. If 
the tax has been withheld, but not forwarded to the appropriate tax 
collector, the fine is 50% of the unpaid amount. Imposition of this 
fine does not prejudice the ability of the tax authorities to collect the 
tax from the taxpayer obligated to pay it. 
3. For any late payment of tax—interest accrues automatically at the 
current interest rate for discounting documents, but not less than 1% 
per month until the entire tax is paid. In addition, a penalty is assessed 
of 1% per month. 
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Chapter 5 Costa Rica 
Withholding Taxes 
5.01 Withholding of Income Tax on Wages 
All employees receiving salaries, wages, fees, or any other remunera-
tion are subject to income tax withholding. The amounts withheld are 
based on estimates of the annual income tax and are withheld propor-
tionately for each pay period. To estimate the amount to be with-
held, employees fill out a form certifying their personal allowances 
and itemized deductions (Chapter 10), which their employer files 
with the tax authorities. This form is submitted each year or when 
changes occur. The employer is responsible for withholding the 
proper amounts, but not for the accuracy of the employee deduction 
form. Failure to withhold makes an employer jointly liable for the tax. 
All employers (individuals, all forms of business entities, govern-
ment institutions and agencies, and all industries including agricul-
ture) paying income of a taxable nature are subject to these withhold-
ing requirements. 
The amounts withheld each month must be deposited within the first 
ten days of the fol lowing month wi th the General Revenue Adminis-
tration Office. In addition, employers must send an annual report, 
listing the persons in their employ and the annual amounts withheld, 
to the Office of Direct Taxation. 
5.02 Withholding on Interest, Dividends, and Other Payments 
Income tax is required to be withheld at varying rates by the payor, 
and transferred periodically to the Central Bank. The rate of with-
holding depends in the first place on whether the payment is made 
to a resident or a nonresident and, in the second place, on the type 
of payment as noted below. The rate of withholding on payments to 
nonresidents is subject to the possible reduction discussed in 11.02. 
In all cases, the tax withheld is a final tax. 
Withholding on Payments to Residents. Dividends on registered 
common shares and profit distributions by legal entities domiciled 
in Costa Rica are subject to withholding of 5%, provided the recipient 
shareholders or partners are resident individuals. This tax is not 
imposed on dividends paid in shares or when the recipient of the 
dividend is a domestic corporation. The withholding on dividends is 
required at the earlier of the date of payment or the crediting on 
the books of the amounts due to shareholders. The distribution of 
profits, except for corporations, is deemed to take place at the close 
of the taxable year, unless the appropriate reserve is set up to 
permanently retain the profits in the business and the persons 
entitled to such distributions have not withdrawn money or other 
assets from the business during the tax year or subsequent thereto. 
Amounts withheld must be paid to the Central Bank within the first 15 
days of the fol lowing month. 
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No withholding tax is levied on payments of interest and royalties to 
residents, wi th the exception of interest on bearer securities, which is 
subject to withholding. Such income is taxed to the recipients as 
ordinary income. 
Income received by individuals or business entities not domiciled in 
the country from occasional public performances in Costa Rica is 
subject to a withholding tax of 10%. 
Withholding on Payments to Nonresidents. Subject to the quali-
fication in Chapter 11, payments to nonresidents are liable to the 
withholding taxes listed below: 
10% Withholding: 
1. Interest earned on deposits, loans, securities, bonds, and broker's 
commissions on loans are taxed at 10%. This tax is not imposed for 
interest payments on loans obtained directly from official foreign 
banks nor on loans obtained directly in foreign countries from lending 
institutions recognized by the Central Bank of Costa Rica if the loans 
are for use by Costa Rican industrial or agricultural entities. 
Similarly, no tax is imposed on foreign loans obtained by a member 
of the national bank system. 
2. Nonresident pre-recorded communication media income is also 
subject to a 10% withholding tax. This category includes income 
derived from the production, distribution, brokerage, or any other 
form of trading in movies, videotapes, television fi lms, radio pro-
grams, or novels. Exempt from this tax are media of a scientific, 
sporting, educational, or cultural nature, when government 
authorization has been obtained. 
3. Income derived from the production, distribution, brokerage, or 
any other business activity in Cost Rica dealing with motion picture 
fi lms, television fi lms, videotapes, or serials, with the exception 
of those of an educational, scientific, cultural, or sporting nature 
when duly authorized by the Minister of Culture, Youth, and Sports. 
4. All forms of remuneration (salaries, wages, commissions, per 
diems), or any other benefit paid or credited to persons rendering 
services abroad to Costa Rican business enterprises, if not treated 
elsewhere in the law. 
15% Withholding: 
The 15% tax on nonresidents is imposed on payments or credits for 
dividends, distributions of profit, and any other form of remuneration 
to foreign owners of operations in Costa Rica. Branch profits are 
taxable when credited to their head offices. No tax is imposed on 
remittances for reinsurance. 
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20% Withholding: 
1 . A 20% tax is imposed on payments or credits to international news 
agencies that supply news services to residents or other persons 
operating in Costa Rica. 
2. Nonresident pre-recorded communication media income of the 
fol lowing types is subject to a 20%: income derived from the 
production, distribution, brokerage, or any other form of trade or 
business in phonograph records, comic strips, photo novels 
{foto novelas), and any other media for the projection, transmission, 
or diffusion of images or sounds. 
3. Payments for the use of patents, formulas, trademarks, privileges, 
franchises, and royalties. 
30% Withholding: 
1. Salaries, commissions, fees, and any other kind of remuneration 
paid or credited to members of boards of directors, advisory boards, 
or other consulting bodies abroad. 
2. Counseling services rendered from abroad by nonresidents in 
finance, administration, technical assistance, or any other areas. 
3. Interest paid or credited to: 
(a) Individuals residing abroad, except when such payment is made 
by a member of the national bank system or by a legal entity involved 
with investment or special credit of a nonbanking nature and such 
entity is registered with the General Auditor of Banks. 
(b) Parent companies of the payor or subsidiaries, branches, or 
agencies of such parent companies, except for those that meet Costa 
Rican criteria as banks or financing institutions. 
(c) Foreign financing entities when one of the partners or owners (or 
their parents, spouse, children, or brothers related by blood or mar-
riage) are also partners or owners of the lending company in Costa 
Rica. 
(d) Financing institutions organized or financed by the borrower. 
(e) Financing institutions not recognized by the Central Bank of 
Costa Rica. 
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Income Subject to Tax 
6.01 The Nature of Income—Nontaxables 
Taxes are assessed on net taxable income, which is gross income less 
all allowable deductions. All residents must pay taxes on income 
earned in Costa Rica and nonresidents must pay taxes on income 
derived from property in, or trade or transactions in, Costa Rica. 
Gross income is defined as all profits, gains and income, in money or 
in kind, arising from the fol lowing sources among others, and not 
specifically exempt (see next heading): 
1. The ownership or mere use of real estate, including imputed 
income of an owner-occupied residence (6.08). 
2. Income from the ownership or use of corporate evidences of 
indebtedness, securities of any company, deposits, credits and, in 
general, chattels of all kinds—whether the income yield is fixed or 
variable, in cash or in kind, in shares of stock fully or partially paid, 
in dividends, or in other forms. As an exception, gains on the sales of 
securities, not habitual in nature, are exempt from tax, as are divi-
dends and profits distributed to partners and others, once the income 
tax has been paid by the company and the appropriate tax has been 
withheld. 
3. Income from personal work, or services, or the performance of 
functions of any kind, whether received as salaries, wages, per 
diems, fees, royalties, commissions, or any other form. Excluded 
from gross income are workmen's compensation benefits received as 
a result of an accident and welfare subsidies received in accordance 
with Labor Code Regulations. The law presumes that professional 
persons in regular practice wi l l earn a minimum annual income 
(10.01 and RateTables). This assumption does not apply to profes-
sionals who received fixed salaries. Evidence may be offered, how-
ever, to refute this. 
4. Pensions, retirement pay, and similar items, regardless of the 
source or payor. Taken literally, this provision could mean that pay-
ments from foreign sources for past services performed outside 
Costa Rica are part of gross income but, in practice, the provision is 
applied only to payments from Costa Rican sources. 
5. Income from business enterprises, commerce, industry, agricul-
ture, mining, forestry, petroleum and gas extraction, and exploitation 
of any other natural resources. Interest and, in general,all income 
items received by banking institutions, which by its nature should be 
included in Item 2 above, is to be treated as derived from commerce, 
and an interest rate may be presumed in certain cases (6.03). In 
general, all income items not previously mentioned, and not specific-
ally excluded under the income tax laws, wi l l be treated as derived 
from commerce. 
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Exempt Income. Article 6 of the income tax law provides that certain 
kinds of income shall be excluded from gross income. The fol lowing 
income items are exempt from income tax: 
1. Income of the State, municipalit ies. Social Security Fund, Board 
of Education, Central Bank of Costa Rica, and other autonomous 
and semiautonomous institutions of the government that are granted 
this privilege by special law. 
2. Income of the Catholic Church. 
3. Income of individuals and entities exempt by special laws, such 
as tax incentives offered to foster development. 
4. Income of associations, cooperatives, societies, and institutions 
providing public charity or cultural enrichment, if certain require-
ments are met. 
5. Remuneration from foreign governments for diplomats, consular 
agents, and other off icial representatives serving in Costa Rica. 
Also, the imputed rent of off ice buildings and residences used by 
such persons is exempt, provided reciprocity exists between the 
two countries. 
6. Income from bonds or other securities designated as tax exempt 
by the law authorizing their issuance. 
7. Income of the Chamber of Commerce and other such associations, 
labor unions, and registered professional societies, provided no 
profit-making activities are engaged in and all assets and income are 
used solely for the associations' purposes and are not distributed to 
members directly or indirectly. Such entities must register to obtain 
tax exemption and must meet certain requirements. 
8. Social benefits in money or in kind. 
9. Interest on loans to official foreign banks . 
10. Amount received as a Christmas bonus or 13th month salary to a 
maximum of one-twelfth of regular annual remuneration or, if 
applicable, a proportionate amount for a shorter period of employ-
ment (10.02). 
11. Gifts, inheritances, and amounts received as a charitable con-
tribution or donation. 
12. Prizes of the national lotteries. 
13. Dividends received that were subject to tax at the time of 
distribution (5.02). 
14. Gains or losses from the exchange of real or personal property 
(6.05). 
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6.02 Business Income 
The concept of gross income is the basis of the Costa Rican income 
tax law. Business entities can deduct from gross income those 
expenses necessary to derive the net income. The resulting net 
income is the amount used in determining the tax. 
6.03 Interest Income 
Interest income is normally fully taxable. In cases where no interest 
rate is mentioned, or the rate is lower than the prevailing rate of 
interest as determined by the Central Bank of Costa Rica, an imputed 
interest income wi l l be presumed for tax purposes at rates customary 
for similar transactions as determined by the Central Bank. 
6.04 Dividends 
Dividend income and profit distributions are subject to the 5% tax 
(5.02) when paid to residents, but dividends paid to corporations are 
exempt from this tax. Aside from the 5% tax (15% in the case of 
nonresident shareholders), dividend income is not taxed in the hands 
of the recipient shareholders (6.01). 
6.05 Capital Gains and Losses 
With two exceptions, capital gains or losses of individuals and busi-
ness entities are considered as a gain or loss of capital. Conse-
quently, capital gains and losses are not considered as an increase 
or decrease in income and are not subject to income tax. The excep-
tions, which treat capital gain or loss as ordinary income subject to 
tax, are the sale or exchange of depreciable fixed assets and any sale 
or exchange of capital assets transacted by individuals or entities 
whose regular line of business is that of trading in capital assets. 
This latter exception includes real estate transactions arising from 
the segregation and sale of individual lots. In this case, taxable 
income is determined by the land value before its segregation as 
appraised by the Direct Assessment Bureau plus improvements and 
development costs, as compared with its selling price. The gain is 
taxable in the year payment is received in whole or in part. 
Such losses as casualty losses, damage, property destruction, etc., 
are not the subject of the preceding paragraph. These losses are 
allowable deductions, unless compensated for by insurance or in 
other ways. 
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6.06 Income from Royalties, Patents, Copyrights, Etc. 
Income received by residents from local companies for the use of 
rights, goodwil l, trademarks, patents, manufacturing processes, 
formulas, licenses, franchises, copyrights, technical services, man-
agement fees, etc., is treated as ordinary taxable income. The same 
types of payments by local companies to nonresident entities are 
subject to a 20% withholding, which is a final tax (5.02). 
6.07 Insurance Proceeds and Annuities 
The proceeds of casualty, ordinary, and endowment life insurance 
policies are tax exempt when paid by the National Insurance Institute. 
Business casualty losses in excess of insurance proceeds are allow-
able deductions from income. Death and disability benefits paid by 
the social security system are also tax exempt. 
6.08 Presumed Income from Real Estate 
Individual homeowners who live in and own their homes, and/or 
recreation or summer houses, are presumed to derive an annual net 
income from such ownership and occupancy. This annual net 
income, which is taxable, is computed by applying a progressive rate 
schedule to the appraised value of each dwelling as recorded in the 
Office of Direct Taxation (Rate Table—Presumptive Income). No 
rental income is imputed on appraised value of less than ¢75,000. 
The value of land is excluded for this purpose. 
6.09 Income of Exporters 
Exporters are, of course, subject to the general income tax, and to 
Central Bank regulations, which tax any exchange gains realized in 
foreign currency transactions. In addition, an ad valorem duty is 
imposed on exports (13.05). 
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Deduction Items 
7.01 Business Expenses 
The general rule is that expenses incurred or paid during the tax year 
that are necessary to produce income are deductible from the gross 
income of individuals and business enterprises. In Costa Rica, this 
includes such ordinary expenses as salaries, office expenses, travel, 
etc., and it also includes a company's organization expenses incurred 
in its development stages, preoperating costs, and other disburse-
ments necessary to start the generation of taxable income (7.17). 
7.02 Depreciation 
Depreciation rates cannot be higher than those prescribed by law, 
unless authorized by the Office of Direct Taxation. If a taxpayer does 
not claim a deduction for depreciation in any year, the deduction is 
lost and cannot be claimed in a subsequent year. 
The base for depreciation is asset cost plus permanent improvements. 
Asset cost includes purchase price, transportation, installation, and 
similar expenses necessary to ready the asset for operational use. 
The purchase price of an imported asset cannot be greater than its 
current price in its place of origin. Depreciation on an asset that has 
undergone a permanent improvement is based on its undepreciated 
balance, plus the cost of the improvement, and is spread over the 
remaining useful life of the asset. 
The depreciation methods generally allowed are the straight-line and 
the sum-of-the-years'-digits methods. Once a method has been 
chosen, it must be used consistently. However, a taxpayer that can 
reasonably justify the use of another depreciation method may 
request the Office of Direct Taxation to authorize the use of that 
method. To obtain compliance with the tax rules for depreciation, the 
taxpayer is required to list all depreciable assets in a property ledger, 
showing specified detailed information for each asset. The following 
are examples of depreication rates in common use: 
Buildings 2% to 8% 
Machinery and equipment 5% to 20% 
Furniture and fixtures 10% 
Vehicles 10% to 15% 
As a special incentive, industrial and agricultural companies can 
deduct up to 50% of the net income of the prior year, but not more 
than ¢100,000 of investment in the following types of assets used 
directly in their economic activities: 
• Machinery and equipment 
• Heavy movable equipment 
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• Rolling material 
• Vehicles used in production 
• Heavy tools, and 
• Other simitar property upon approval by the Office of Direct 
Taxation. 
The cost basis of the assets must be reduced by the amount deducted 
for depreciation purposes. 
7.03 Depletion and Other Items Attributable to Mineral Resources 
An annual depletion allowance, not in excess of 5% of taxable income 
before this deduction, is allowed to companies that operate mines, 
oil wells, natural gas deposits, forestry and lumber, and any other 
natural and depletable resource. 
Production expenses related to agricultural activities that benefit 
more than one year, such as preparation of the soil, seeding, planting, 
cultivating, etc., may be deducted in the year incurred or amortized 
over the periods benefited. Examples of periods benefited are eight 
years for coffee, three years for sugar cane, and seven years for 
bananas. 
7.04 Bad Debts 
Specific bad debts arising in the normal course of business are allow-
able deductions. If the Tax Office disallows any portion of the bad 
debt deduction for a tax year, the taxpayer may claim the disallowed 
deduction in a subsequent year by providing evidence of the legal 
measures employed to effect collection of the debt. 
7.05 Payment of Rents, Royalties, and Technical Assistance Fees 
Payments to residents for rent, royalties, technical assistance fees, 
or any type of counseling are deductible as expenses incurred in the 
ordinary course of business. Payments to nonresidents for similar 
expenses are also deductible, provided the proper withholdings 
(5.02) have been made. 
7.06 Taxes 
All taxes and contributions actually paid to any level of government 
are deductible, except for income taxes and related penalties. 
7.07 Interest 
Interest payments on debts arising in the ordinary course of business 
are deductible (except for interest payments to partners), as are 
other costs of obtaining and maintaining loans. Interest payments on 
private debts of individuals may or may not be deductible, depending 
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on the source and purpose of the loan and whether the interest 
exceeds certain limits (10.02). In all cases where interest is deducted, 
the taxpayer must furnish the name, address, and the total interest 
paid to each creditor. 
7.08 Operating Losses 
Taxpayers, both individuals and business entities, may carry forward 
losses sustained in industry and agriculture for five years from the 
year in which the loss was sustained. The operating loss is deductible 
at the rate of 20% per year, and any amount not used is lost. 
7.09 Worthless Securities and Other Assets 
Usually, security losses are not deductible (as security gains are not 
taxable), unless taxable income is generated by transactions in the 
same security. 
Losses in other assets are deductible to the extent not covered by 
insurance. 
7 .10 Casualty Losses 
Casualty losses are deductible to the extent not compensated for by 
insurance. They must be claimed for the year in which the casualty 
occurred. 
7.11 Charitable Contributions 
Donations to institutions, associations, and cooperatives of a recog-
nized cultural or charitable nature are deductible. Contributions to 
municipalities and various other governmental agencies and autono-
mous and semi-autonomous institutions are deductible by corpo-
rations and by individuals. 
7.12 Advertising, Entertainment, and Travel Expenses 
Advertising expenses that are ordinary and necessary in the conduct 
of the business are deductible. 
Entertainment, travel, and similar expenses incurred within and 
without Costa Rica, including expenses incurred in bringing techni-
cians to Costa Rica and sending employees to special training 
courses, are deductible provided they are essential for the production 
of taxable income and are properly supported to the satisfaction of 
the tax authorities. If such expenses are considered excessive by the 
tax authorities, they may be reduced to an amount considered 
reasonable. 
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7.13 Legal Expenses 
Legal expenses related to the production of taxable income are 
deductible. 
7.14 Insurance 
Premiums for insurance against f ire, theft, earthquake, and similar 
risks are deductible provided the premiums are paid to the National 
Insurance Institute. 
7.15 Foreign Exchange Gains and Losses 
Realized gains and losses from transactions in foreign currencies 
constitute income or expense of the period in which they arise, 
except when related to the acquisition of f ixed assets, in which case 
they are treated as adjustments to the capitalized cost. Foreign 
exchange gain or loss must be determined by a consistent method. 
7 .16 Expenses Paid Abroad 
Payments from Costa Rica to entities and individuals in other coun-
tries for commissions, professional services, and expenses directly 
related to business activities in Costa Rica are deductible if they are 
duly documented. (The withholding taxes noted in 5.02 are 
applicable.) 
7.17 Amortizable Costs 
Organizational expenses and preoperational expenses can be amor-
tized in from one to three years. Assets acquired for the use of 
employees are entitled to special benefits, such as the fol lowing: 
1. New construction for the use and housing of employees is amor-
tizable at 20% a year for five consecutive years. The conditions are 
that the housing must be furnished to employees on a gratuitous 
basis and must meet the minimum requirements of the National 
Institute of Housing and Urbanism. 
2.The Office of Direct Taxation may al low, on its own determina-
tion, 15% annual amortization of the value of mult i family apartment 
houses constructed exclusively for rental to the taxpayer's em-
ployees, provided the rent does not exceed 70% of the normal rent 
of similar buildings in the domestic market. 
3. Amortization of 20% a year for five consecutive years of the value 
of all employer-constructed assets to improve the social, hygienic, 
and cultural conditions of employees, such as drainage systems, 
water pipe lines, repairs or improvements of houses, electrif ication, 
clubs, libraries, and so forth. The assets must be depreciable in 
nature and must be offered to employees on a gratuitous basis. 
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7.18 Miscellaneous Expenses 
Many other expenses not discussed in this chapter are, nevertheless, 
deductible for income tax purposes. These include: among others, 
the cost of raw and other materials, warehousing, administration and 
sales and general expenses, telephone, electricity, water, trans-
portation, cable and similar expenses, social benefits, and indemni-
ties and other payments required by the Labor Code and other laws. 
Other deductible expenses include employer outlays for medical 
care, sport clubs, and cultural activities for employees. 
7.19 Nondeductible Expenses 
As a general rule, expenditures related to a non-income producing 
activity are not deductible. The fol lowing are examples of non-
deductible expenditures: 
1. Expenses not related to the production of taxable income. 
2. Expenses not supported by documentary evidence, unless they 
can be justified to the tax authorities. 
3. Payments by the taxpayer to himself, his spouse, or children for 
personal expenses or as gifts. A f ixed amount paid to a dependent, 
which is not related to the production of income, is not deductible. 
4. Payments for income taxes as well as fines, penalties, and interest 
on income taxes. 
5. Withdrawals of capital by a sole owner, and distributions of 
dividends and profits to shareholders and partners. 
6. Outlays for personal luxuries and recreational activities, when 
their net business result is usually a loss. 
7. Expenses of acquiring and transferring real property, such as 
brokerage and legal fees, except for taxpayers whose principal 
activity is trading in real property. 
8. Interest payments to partners for their capital investment, except 
when paid to shareholders of a corporation and not constituting 
dividends on preferred shares. 
9. Interest paid to the taxpayer's children or spouse, except where a 
legal separation exists. 
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Accounting for Business Income 
and Expenses 
8.01 Tax Accounting Generally 
Accounting records are usually maintained in accordance with the 
income tax law. The tax year beginning October 1 is the mandatory 
fiscal year for all taxpayers. 
8.02 Accrual of Business Income and Expenses 
The use of the accrual basis of accounting is mandatory for certain 
taxpayers; namely, legal persons, corporations, trusts, partnerships, 
branches, agencies, undivided inheritance estates, trusteeships, 
permanent business establishments, and individuals engaged in 
industry or any other profit-making activity whose annual gross 
income exceeds ¢100,000. Other taxpayers may use either the 
accrual or the cash basis; however, once a basis is adopted it cannot 
be changed unless prior approval is obtained from the Office of 
Direct Taxation. 
8.03 Long-Term Contracts, Instalment Sales, and 
Real Estate Development 
Companies involved in construction or real estate activities, whose 
income-producing projects extend over more than one fiscal period, 
must determine annual taxable income by one of the following 
methods: 
1. Apply the estimated gross profit percentage for the entire project 
to the amount actually received during the fiscal year. 
2. Deduct actual costs and expenses incurred from the value of the 
contracted work put in place during the tax year. 
Once a method has been selected, it can be changed only with the 
prior consent of the Office of Direct Taxation. 
At the completion of the project, the resulting total net profit may 
differ from the annual reporting based on either of the above 
methods. This difference must be adjusted in the year the project is 
completed, whether or not the proceeds have been fully collected. 
The adjustment of such difference in the final year does not prejudice 
the right to reallocate the profit among the prior tax years open for 
examination. 
Instalment sales, by other than real estate development companies, 
are reported as income in the year of sale. Any related income arising 
from financing the instalment sale is reported over the period the 
instalments are collected. Income from real estate development is 
reported on the full instalment basis; income is recognized as instal-
ments are collected. 
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8.04 Inventories 
All taxpayers engaged in the fol lowing activities must take a physical 
inventory at the end of the taxable year: manufacturing, processing, 
transformation, production, and extraction as well as the acquisition 
or sale of merchandise, raw materials, livestock, or any other item on 
which an inventory is maintained. Such inventories must be 
recorded in special accounting books in which the inventoried items 
are grouped according to their nature. Reference numbers and the 
methods of valuation also must be recorded. 
The valuation methods that must be used by different taxpayers are 
listed below. Once a method is selected, it must be used consistently 
as long as it is technically applicable. 
1. Merchandise purchased locally or imported—the cost of acquisi-
tion can be determined by any of the fol lowing methods: last 
purchase cost, first-in first-out, and running average cost if perpetual 
inventory records are maintained. 
2. Manufacturing companies must determine inventory values as 
fol lows: 
Raw Materials: The cost to purchase, determined under any of the 
methods listed in Item 1, plus all other costs incurred in handling 
and shipping the raw materials to the taxpayer's warehouse. 
Goods in Process: Based on the stage of completion and including the 
value of the raw materials, direct labor, and all applicable manu-
facturing overhead. 
Finished Goods: Total production costs, including raw materials, 
direct labor,and all applicable manufacturing overhead. 
3. Agricultural products—the wholesale cash selling price less 
selling expenses at the local market. Alternatively, a cost valuation 
method may be used if the taxpayer maintains an adequate cost 
accounting system. 
4. Dealers in real property—such inventory must be valued at acqui-
sition cost, regardless of whether acquisition was on a cash or 
credit basis. 
5. Dairy and farming—dairy products and feed cattle must be valued 
at local current market price for each inventory classification, but 
such prices cannot be less than prices used by banks in their valua-
tions and analyses. Alternatively, a cost valuation method may be 
used if the taxpayer maintains an adequate cost accounting system. 
Expenses incurred after animals mature must be treated as mainte-
nance expense and not as inventoriable cost. 
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Once a method has been adopted, any change requires written 
authorization. Taxpayers cannot claim partial or total inventory 
writedowns, except when prices have actually declined or merchan-
dise has been damaged. In such cases, the taxpayer must submit 
evidence supporting the devaluation to the Office of Direct Taxation. 
8.05 Required Books and Records 
Certain entities and individuals with annual gross income over 
¢100,000 (8.02) must use the accrual method and maintain a com-
plete set of accounting records, which consist of a journal, a ledger, 
and an inventory and financial statement book. If the taxpayer is an 
importer, adequate records of the imported merchandise must also be 
maintained. A minute book must be maintained by legal entities to 
record the meetings of the board of directors, stockholder and other 
committees and, if applicable, the issue of nominative shares. 
The books must be maintained in the Spanish language and all entries 
must be substantiated by vouchers. 
The books must be in conformity with generally accepted accounting 
practices. Once an accounting system has been adopted, any 
change requires specific authorization of the tax authorities. 
Individuals engaged in profit-making activities, and whose annual 
gross income is under ¢1,000,000, must maintain a register of daily 
cash receipts and disbursements, as well as an inventory record. 
Individuals whose income consists of compensation for personal 
services whether in the form of wages, retirement pay, or in other 
forms subject to withholding, are not required to maintain any books 
or records. 
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Chapter 9 Costa Rica 
Provisions Peculiar to Corporations 
9.01 Resident and Nonresident Corporations Compared 
Both foreign and domestic corporations earning domestic-source 
income are subject to identical Costa Rican income tax on such 
income and are not subject to tax on any foreign income. The income 
tax laws apply equally to business entities organized in Costa Rica; 
partnerships operating there; branches, agencies, and other perma-
nent establishments belonging to nonresidents; and trusts and 
trusteeships established under Costa Rican laws. However, residents 
and nonresidents are treated differently with respect to dividends 
and other distributions of profit (5.02). 
9.02 Tax on Accumulated Profits 
The income tax law does not impose a tax on the accumulated profits 
of business entities. 
9.03 Affiliated Corporations—Consolidated Tax Returns 
When two or more de facto or de jure entities are engaged in similar 
or complementary activities, and 51% or more of the capital of each 
is owned by the same individual or common partners (whether 
business entities, undivided inheritance estates, or trusteeships), the 
net result of each of the entities must be consolidated in one tax 
return to determine a combined tax. This combined tax is then dis-
tributed among the consolidated companies; however, each company 
must still f i le its own tax return. If a consolidated tax return is not 
f i led, the tax authorities themselves wi l l effect the consolidation 
(4.01). This necessity of combining net incomes that wi l l be subject 
to a progressive tax schedule can be avoided by maintaining less 
than 51% ownership. 
9.04 Special Type Entities 
Cooperatives and associations are examples of special types of 
entities that are not regulated by the Commercial Code and are 
exempt from income taxes. Other entities organized under the provi-
sions of special laws, such as nonprofit organizations, are also 
exempt from income taxes. 
9.05 Stock Dividends 
Stock dividends are not taxable. 
9 .06 Legal Reserve 
Corporations are not required to establish a legal reserve. Limited 
liability companies (2.02) must set up a reserve of 5% of annual 
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profits, and may discontinue the reserve contribution when it reaches 
a level of 10% of capital. The 5% annual appropriation is not deduc-
tible for income tax purposes. 
9.07 Liquidations and Other Corporate Changes 
The income tax law does not contain specific provisions concerning 
the liquidation of a business entity; therefore, professional advice 
is particularly important in this matter. The tax law does state that the 
purchaser of a business entity is responsible for any unpaid taxes. 
The Commercial Code allows for the merger of two enterprises and 
for changes in the legal form of an entity. The legal procedures are 
complex and, here too, professional counsel should be obtained. 
9 .08 Tax on Corporations That Issue Bearer Shares 
Corporations that have all or a portion of their issued capital each 
September 30 in the form of bearer shares are subject to a special tax 
that is payable during the month of December. The tax is 3% of 
net worth to a maximum of ¢ 20,000. 
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Chapter 10 Costa Rica 
Provisions Peculiar to Individuals 
10.01 General 
As noted in 4.01, the tax year for all taxpayers ends on September 30, 
and tax returns must be f i led within 60 days thereafter. Individual 
taxpayers are classified as either individuals without business 
activities (such as employees, pensioners, etc.) or individuals with 
business activities. Both categories can obtain the benefits of the 
itemized deductions (10.02) and personal allowances (10.03), but 
only individuals with business activities can deduct from their gross 
income the necessary expenses incurred to generate such income. 
Taxpayers residing in Costa Rica are subject to tax on all income 
obtained within the country. For differences in the treatment of 
nonresidents, see 10.04. 
In addition to the usual kinds of income, the fol lowing income is 
presumed or imputed: 
1. Net interest income, if none or a low rate of interest has been stipu-
lated on any contract or loan, regardless of its nature or form (6.03). 
2. Rental income from an owned residence and/or a recreational or 
summer house (6.08). 
3. Professional persons rendering services without an employment 
contract and who do not maintain special accounting records in the 
form and detail required by the Office of Direct Taxation are subject 
to income tax on the basis of f ixed presumptive incomes. This may 
apply even though the services are rendered in a dependency rela-
tionship or in other types of remunerative activities, and always 
applies if the Office of Direct Taxation determines that an individual 
does not issue receipts for fees for services rendered. The presump-
tive annual incomes for various types of professions are listed in 
the Rate Tables. 
10.02 Itemized Deductions 
Individual taxpayers may claim a standard lump-sum deduction in 
lieu of all itemized deductions and personal allowances (10.03). If 
this standard deduction is not elected, the fol lowing itemized deduc-
tions are available: 
1. Charitable contributions to authorized organizations. 
2. Amounts received as a Christmas bonus or as 13th month pay, 
provided these amounts do not exceed one-twelfth of annual com-
pensation or a proportionate amount for employment of less than 
a full year. 
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3. For the taxpayer and/or spouse, children, or dependents, the 
following items are deductible, up to an overall maximum deduction 
of ¢8,000: 
• Life insurance premiums paid to the National Insurance Institute 
• Contributions to savings plans (Titulos de Capitalización) with the 
national banking system 
• Contributions to savings plans (Titulos de Ahorra y Capitalización) 
with the National Institute 
4. The following items are deductible as a lump sum to the extent of 
15% of gross income, but subject to a maximum deduction of 
¢15,000, and there is no requirement that proof of the deductions be 
submitted to the Tax Office. If proof is available, the deduction may 
exceed 15% of gross income, but not the ¢15,000 limitation. 
• Payments to the Costa Rican Social Security Fund 
• Contributions to pension funds 
• Territorial and municipal tax payments 
• Interest payments 
• Insurance premiums paid to the National Insurance Institute 
10.03 Personal Allowances 
In lieu of itemized deductions (10.02) and personal allowances, 
taxpayers may claim a standard lump-sum deduction of 026,000. 
Substantiating evidence is not required when claiming this standard 
deduction. Taxpayers, however, who consider that their allowable 
deductions exceed the standard deduction, may claim the itemized 
deductions (10.02) and the following personal allowances: 
1.¢15,000 for the taxpayer. 
2. ¢5,000 for a spouse, if not legally separated. If spouses live apart, 
the allowance may be claimed by the spouse responsible for the 
support of the other. If both spouses have income, the allowance may 
be claimed by either or divided between them. 
3. ¢3,500 for each child. 
4. ¢1,500 for each additional dependent not a child of the taxpayer, 
but limited to three dependents. A dependent can be any person 
related to the taxpayer by consanguinity, aff inity, or adoption, who 
received more than half the cost of subsistence from the taxpayer, 
and is in any one of the following categories: 
• A minor 
• An ancestor of the taxpayer 
• Unable to be self-supporting because of physical or mental 
disability 
• An undergraduate student at a university who is under 30 
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10.04 Resident and Nonresident individuals Compared 
Both resident and nonresident individuals are subject to income tax 
on taxable income earned in Costa Rica, and neither category is 
subject to income tax on income that has its source outside of Costa 
Rica. In general terms, therefore, both residents and nonresidents 
are treated similarly. However, there are some differences. Non-
resident individuals are subject to withholding tax at the source on 
their gross income derived from Costa Rica (Chapter 5). The amount 
withheld constitutes the final payment of tax. The itemized deduc-
tions (10.02) and personal allowances (10.03) available to resident 
individuals may not be claimed by nonresidents. For income tax 
purposes, individuals are considered residents if they have resided 
in Costa Rica for at least six continuous months during the tax year. 
However, the tax authorities may classify as residents those indi-
viduals who have resided in Costa Rica for less than six months, but 
are employed by a domiciled employer. 
10.05 Taxation of Employees 
The income items that are taxable to employees, and those that are 
tax exempt, are noted at 6.01. In addit ion, the fair market value of 
certain kinds of non-cash benefits are treated as income. Income tax 
is not withheld on non-cash benefits, but the taxpayer must include 
such items in his income tax return (i .e., housing, education, auto-
mobile allowance, etc.). 
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Chapter 11 Costa Rica 
Relief from Double Taxation 
of Foreign Income 
11.01 Tax Treaties 
Costa Rica has not entered into tax treaties with other countries for 
the avoidance of double taxation. 
11.02 Credit for Foreign income Taxes 
Residents of Costa Rica are not subject to tax on foreign-source 
income and cannot deduct any foreign income taxes paid on such 
income. 
Nonresidents receiving Costa Rican-source income are subject to 
the withholding taxes outlined in Chapter 5. The tax authorities are 
authorized to exempt all or a portion of this withholding if the recipi-
ents of such income are not allowed a foreign tax credit or deduction 
in their countries of residence. No exemption wi l l be allowed if the 
country of residence does not levy a tax on such income. The tax 
authorities may reject any exemption if they determine that the 
application for exemption is part of a scheme to diminish the tax paid. 
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Chapter 12 Costa Rica 
Pensions, Pension Funds, 
and Other Retirement Benefits 
12.01 Taxation of Retirement Benefits and Contributions 
Employers must contribute to the Costa Rican social security system 
(14.01), but are under no obligation to provide employees with a 
pension at retirement. Employers may, however, voluntarily provide 
pensions to their employees. Such payments are deductible for 
income tax purposes, provided: 
• The pension payments do not exceed the average pay received by 
an employee during the last five years of active employment, and 
• The employee had been employed at least ten years in the enter-
prise, activity, or business, or at an entity associated or affiliated 
with that of his last employment. 
12.02 Employee Prof it Sharing 
The laws of Costa Rica do not require any form of profit sharing with 
employees. Profit-sharing bonuses, if reasonable in amount, are 
deductible by the employer and taxable to the employee. 
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Other Taxes 
Deloitte Haskins & Sells 
Chapter 13 Costa Rica 
Taxes on Sales, Transactions, 
Commodities, and Property 
13.01 Sales Tax and Selective Consumption Tax 
Sales Tax. A sales tax at the rate of 8% is imposed on most imported 
merchandise, on net sales prices at various stages in the distribution 
of merchandise not specifically exempted by special law, and on 
services rendered by restaurants, bars, night clubs, social and 
recreational centers, auto repair and body shops, and certain special 
acts defined in the regulations. Intermediate persons in the distribu-
tion process are granted a credit for taxes paid, which results in the 
consumer bearing the ultimate burden of the tax. The sale of real 
estate and exported merchandise are exempt from the sales tax. 
All individuals and business entities become responsible for the 
collection and payment of sales tax when their annual sales of 
merchandise or services reach 0300,000 or if they are involved in 
importing or exporting for commercial purposes. However, com-
panies with sales of 0300,000 or more are not responsible for the 
collection and payment of tax if less than 25% of such sales are of a 
taxable nature and such taxable sales are less than 0300,000. The 
individual or entity responsible for the tax is required to submit a 
sworn declaration to the tax authorities within 60 days after the end 
of the month in which the sale occurred. From the sales tax collected, 
a registered taxpayer (one who files a declaration) may claim a credit 
for any sales tax paid on merchandise or services acquired during 
the month which generate sales tax. For purchases of business 
assets, the credit is available only when related to machinery and 
equipment used directly in the production of taxable goods. A 
registered taxpayer is required to issue consecutively numbered 
invoices for all sales, and to maintain the books and records specified 
in Articles 251 to 271 of the Commercial Code. 
Selective Consumption Tax. A selective consumption tax is imposed 
on goods considered to be nonessential as specified in an off icial 
list. The tax base for imported merchandise is the CIF value, plus 
import duties, and plus any payment of economy stabilization tax. 
For local goods, the tax base is the manufacturer's sales price to a 
wholesaler or distributor, less the customary discounts offered to 
buyers. The rate of tax on such goods can range from 0% to 100%. 
The tax is imposed in a manner similar to the sales tax and is added 
to the value of the merchandise for purposes of determining the sales 
tax. Various controls and regulations have been imposed to assure 
that goods subject to the selective consumption tax are not sold at 
artificially low prices. 
The tax must be paid before imported merchandise wi l l be released 
from customs. Subsequent to importation, the tax must be collected 
and paid by all parties having sales of 0200,000 or more. 
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Other persons responsible for the collection and payment of the tax 
must file a declaration and pay the tax within 60 days of the end of 
the month in which the transaction occurred. A tax credit is available 
for taxed merchandise incorporated in another product that is also 
taxable. 
13.02 Taxes on Property 
Property Tax. Law No. 27 of March 2, 1939, as amended, imposes a 
tax, generally called a land or territorial tax, on real property. It taxes 
land, all permanent buildings, structures, and installations as well as 
machinery and other equipment. The tax rates are reasonable and the 
revenue is shared by municipalities and the central government. The 
tax is declared and paid in quarterly instalments prior to the end of 
each quarter at the rates shown in the Rate Tables. Many charitable, 
educational, and similar organizations are exempt from this tax. 
Assessments. Owners of property who benefit, directly or indirectly, 
from public works are subject to an assessment, often referred to as a 
Goodwill Tax. The assessment is based on the increase in the value 
of the property brought about by the public work. 
Tax on Transfers of Real Property. A tax is imposed on the sales 
value of transfers of real property, whether or not the transfer of title 
is recorded in the Public Registry of Real Property. Certain transfers 
are exempted, such as: 
1. Transfers to individuals whose total real estate, including the 
property transferred, does not exceed ¢100,000 
2. Transfers of property to provide low-income housing 
3. Transfers for residential use, or transfers of rural land not exceed-
ing 0300,000, if designed for family subsistance 
Both the buyer and seller of real property are normally jointly liable 
for the tax, whether they are individuals or legal entities. In the 
exempt transfers noted above, the tax exemption applies only to the 
buyer. In the following cases, the buyer alone is responsible for the 
tax: property purchased at auction, transfer in liquidation of a debt, 
execution of a mortgage, and similar situations. 
The values assigned and declared in the document of transfer, which 
should be the fair market value, constitute the sworn declaration of 
the parties responsible for the tax. Payment on the basis of a form 
furnished by the tax authorities is made at the Central Bank of Costa 
Rica. The normal rates of tax are contained in the Rate Tables. 
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13.03 Stamp Taxes 
Stamp taxes are levied on most legal documents, such as: notes, 
trade acceptances, trademark registrations, import and export 
licenses, many documents involved in court matters, professional 
diplomas, and so forth. The tax is based either on the monetary con-
sideration stated in the document or on a stated amount for each 
page. The stamp tax rates for various documents are shown in the 
Rate Tables. 
13.04 Taxes on Capital 
A tax is imposed on corporations that issue bearer shares (9.08). 
An education and culture stamp tax is imposed on all business 
entities, including subsidiary corporations, and agencies and legal 
branches of a foreign corporation, at the following rates: 
1. Upon registration or any registered act ¢ 250 
2. Annually: 
Net capital not in excess of ¢250,000 250 
Net capital between ¢250,000 and ¢1,000,000 1,000 
Net capital between ¢1,000,000 and ¢2,000,000 2,000 
Net capital exceeding ¢2,000,000 3,000 
This tax must be paid by November 30 of each year by means of a 
sworn declaration. Unpaid tax is subject to interest charges and 
penalties similar to those of the income tax law. 
13.05 Other Taxes 
A variety of other minor taxes is in existence. Exports of fish are 
taxed at the rate of ¢2 per ton fresh and 05 per ton frozen. Other 
seafoods are subject to an ad valorem tax of 2%. A tax on bananas 
was instituted in 1973 at the rate of ¢0.25 per box, increasing to a 
maximum of ¢1 per box. The production and export of sugar and 
coffee are subject to an ad valorem tax. Law 5519 of April 24, 1974, 
established an ad valorem duty on exports within the limits of 1% to 
18% on exports to countries that are not participants in a treaty of 
free commerce, and 1% to 7% to countries with existing treaties of 
free commerce. 
Estate and Gift Taxes. Taxes formerly imposed on estates and gifts 
have been eliminated. The income tax law expressly excludes 
inheritances and gifts from taxation. 
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Chapter 14 Costa Rica 
Employment Taxes 
14.01 Social Security System 
The social security system, dating back to 1924, is one of the most 
advanced in Central America. It is compulsory and provides sick 
benefits, including maternity insurance as well as protection against 
the hazards of disability, old age, and death. All public and private 
employees must be included in the system, irrespective of their 
position, as must the self-employed. Retirement benefits can begin 
at 60 years of age for those who have contributed for 300 months, 
with the number of months of contributions required declining in 
stages to 120 months of contributions at age 65. Tax payments are 
made to the Social Security Fund of Costa Rica and penalties and 
surcharges are imposed for late payments. 
Social security benefits are financed by contributions from the gov-
ernment, employers, and employees. Employers and employees 
contribute at the fol lowing rates, with no maximum limits on salaries 
or contributions: 
Contributions by 
Employers Employees 
Disability, old age, and death benefits 4.75% 2.5% 
Sickness and maternity insurance 6.75% 4.0% 
These contributions are deductible for income tax purposes. 
14.02 Other Payroll Costs 
In addition to social security, several other compulsory social 
welfare plans are in effect. These plans and their contribution rates 
are: 
1. National Institute of Apprenticeship (INA)—Employers of five or 
more employees must contribute 1% of gross payroll to INA. Some 
exemptions apply, such as cattle breeding and other agricultural 
activities as well as operations of certain government agencies. 
2. Institute for Social Assistance (IMAS)—All employers must con-
tribute 0.5% of gross payroll to the IMAS. 
3. Workers' Bank—The employer and employee contribute 0.5% and 
1%, respectively, of gross payroll to the Workers' Bank. The funds 
are credited to the account of the individual employee. 
4. Family Assistance Scheme—All private and most public employers 
contribute 5% of gross payroll to this scheme, which attempts 
through various programs to raise the living standard of low income 
groups, particularly in rural areas. 
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5. Workmen's Compensation—This is a compulsory insurance plan, 
which covers all workers engaged in manufacturing, commerce, and 
agriculture. Employers bear the full cost, which ranges from .48% 
to 19% of payroll, varying with the risks involved. 
14.03 Required Bonuses and Severance Pay 
Employers whose net profits exceed ¢300,000 must pay employees a 
Christmas bonus equivalent to one month's pay or a proportionately 
smaller bonus for employment of less than one year. If profits are 
below ¢300,000, the bonus requirement is reduced by 50%. 
All employees whose jobs are terminated without cause are entitled 
to one month's pay for each year of service, up to a maximum of 
eight months' pay. If an employee dies, his family is entitled to 
receive the accumulated severance benefits. Employers can deduct 
severance payments for income tax purposes. 
All employees are entitled to paid vacations of two weeks for every 
50 weeks of continuous service with the same employer. If employ-
ment terminates during the year, an employee is entitled to one 
day's pay for each month of employment. This amount must be paid 
on termination. 
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Rate Tables Costa Rica 
Income Taxes—Resident Individuals 
Year Ended September 30, 1977 
Tax on Excess over 
Income Bracket Lower Amount Lower Amount 
(0) (0) (%) 
0- 5,000 0 5 
5,000- 10,000 250 7 
10,000- 20,000 600 9 
20,000- 30,000 1,500 12 
30,000- 45,000 2,700 16 
45,000- 75,000 5,100 20 
75,000-110,000 11,100 24 
110,000-150,000 19,500 28 
150,000-200,000 30,700 32 
200,000-250,000 46,700 38 
250,000-350,000 65,700 44 
350,000-upwards 109,700 50 
Income Taxes—Corporations, Partnerships, 
and Estates 
Year Ended September 30, 1977 
Tax on Excess over 
Income Bracket Lower Amount Lower Amount 
(0) (0) (%) 
0- 5,000 0 5 
5,000- 10,000 250 7 
10,000- 20,000 600 9 
20,000- 30,000 1,500 12 
30,000- 45,000 2,700 16 
45,000- 75,000 5,100 20 
75,000- 110,000 11,100 24 
110,000- 150,000 19,500 28 
150,000- 200,000 30,700 32 
200,000- 1,000,000 46,700 40 
1,000,000-upwards 366,700 45 
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Presumptive Income of Professionals 
General surgeon 070,000 
Medical specialist 60,000 
General practitioner 50,000 
Dentist-specialist 60,000 
Dentist-generalist 50,000 
Architects and engineers 50,000 
Attorneys and notaries 50,000 
Public accountants 50,000 
Economists 50,000 
Other professions—(four-year university degree) 40,000 
For all professionals with less than five years of professional prac-
tice, the presumptive income in the above table is reduced by 50%. 
Presumptive Income—Real Property 
Construction Value 
Recorded in the Office 
of Direct Taxation 
(if not recorded. Tax on Excess Over 
use estimate) Lower Amount Lower Amount 
(0) (C) (%) 
0- 100,000 0 2 
100,000- 200,000 2,000 4 
200,000- 300,000 6,000 5 
300,000-1,000,000 11,000 7 
1,000,000-upwards 60,000 10 
50 Deloitte Haskins & Sells 
Rate Tables Costa Rica 
Tax on Transfers of Real Property 
Tax on Excess Over 
Transaction Bracket Lower Amount Lower Amount 
(0) (0) (%) 
100,000- 400,000 0 1.5 
400,000- 700,000 4,500 2.5 
700,000-1,000,000 12,000 3.5 
1,000,000-upwards 22,500 4.0 
Tax on Property 
(Territorial Tax) 
Appraised Value Annual 
(0 ) Rate (%) 
50,000- 100,000 0.30 
100,000- 250,000 0.375 
250,000- 500,000 0.6875 
500,000-3,000,000 1.0 
3,000,000-upwards 1.3125 
Note: 
Property appraised below 050,000 is exempt from tax. 
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Stamp Taxes 
For judicial proceedings: Taxes 
¢ 250- 1.000 ¢ 1.00 
1,000- 5,000 2.00 
5,000-20,000 3.00 
20,000-50,000 4.00 
50,000-upwards 5.00 
Undetermined and documents out of court 2.00 
Insolvency, mortuary, contests, and bankruptcy 
Up to ¢ 500 
5,000 
10,000 
50,000 
100,000 
Over 
Unrecorded acts or contracts: 
100 ¢ .50 
250 1.00 
500 2.00 
750 3.00 
1,000 4.00 
2,500 10.00 
5,000 15.00 
10,000 25.00 
15,000 30.00 
Over 40.00 
¢ .50 
1.00 
2.00 
3.00 
4.00 
5.00 
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Appendix A Costa Rica 
Specimen Income Tax Computation 
of Resident Individual 
(Individual Without Business Activities) 
Salaries ¢100,000 
Presumed rent for residing in own home 10,000 
Total income ¢110,000 
Less: Deductions 
Personal exemptions (10.03) : 
Taxpayer 15,000 
Spouse 5,000 
One child 3,500 
Total 23,500 
Itemized deductions (10.02): 
Life insurance 2,000 
Authorized charitable contributions 3,000 
15% of gross income up to ¢15,000 15,000 
Total 20,000 
Total deductions 43,500 
Net taxable income ¢ 66,500 
Tax Computation: 
Tax on ¢ 45,000 ¢ 5,100 
20% tax on 21,500 4,300 
Total ¢ 66,500 ¢ 9,400 
Withholdings and estimated payments ¢ 6,000 
Balance payable 3,400 
Total tax ¢ 9,400 
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Appendix B Costa Rica 
Specimen Income Tax Computation 
of Resident Individual 
(Individual With Business Activities) 
Gross Income (from Schedule A attached) ¢3,147,000 
Cost of goods sold 
(from Schedule B attached) ¢1,670,000 
Expenses necessary to produce the 
income (from Schedule C attached) 758,000 2,428,000 
Net income 719,000 Less: 
Personal exemptions (See Appendix A) 23,500 
Total itemized deductions 
(See Appendix A) 20,000 43,500 
Net taxable income ¢ 675,500 
Tax on above ¢ 272,450 
Tax Computation: 
Tax on ¢ 350,000 0 109,700 
50% tax on 325,500 162,750 
Total ¢ 675,500 ¢ 272,450 
Withholdings and estimated payments 0 165,000 
Balance payable 107,450 
Total ¢ 272,450 
(continued) 
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Schedule A—Gross Income 
Gross sales from commercial activities ¢ 100,000 
Gross sales from industrial activities 1,000,000 
Gross sales from agricultural activities 2,000,000 
Rents 30,000 
Professional services 10,000 
Salaries, bonus, remunerations 5,000 
Presumed rent for residing in own home 2,000 
Total ¢3,147,000 
Schedule B—Cost of Goods Sold 
In commercial activities ¢ 70,000 
In industrial activities 600,000 
In agricultural activities 1,000,000 
Total ¢1,670,000 
Schedule C—Expenses 
Rents (excluding residence) ¢ 10,000 
Amortization of 20% on new construction for workers, 
provided gratuitously 60,000 
Amortization of 20% on the value of construction by 
the employer for the benefit of workers 100,000 
Depreciation 40,000 
Bad debts 5,000 
Interest necessary to produce income 60,000 
Pensions to workers 10,000 
Loss on disposal of depreciable assets 3,000 
Salaries, bonuses, gratuities, commissions, etc. 100,000 
An equivalent to 50% of net income for the preceding 
year invested in capital assets. Industrial and 
agricultural entities only 200,000 
20% of losses in industrial and agricultural 
activities only 100,00 
Per diem, representation, entertainment and similar 
expenses incurred abroad 10,000 
Other 60,000 
Total ¢ 758,000 
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Appendix C Costa Rica 
Specimen Income Tax Computation 
of a Business Entity 
Total net income (see example in 
Appendix B) ¢ 719,000 
There are no personal deductions — 
Net taxable income ¢ 719,000 
Tax on above ¢ 254,300 
Tax Computation: 
Tax on ¢ 200,000 ¢ 46,700 
40% tax on 519,000 207,600 
Total ¢ 719,000 ¢ 254,300 
Withholdings and estimated payments 0 163,000 
Balance payable 91,300 
Total tax ¢ 254,300 
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